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Role of Japanese FDI 
 
ABSTRACT 
 
INTRODUCTION  
In its literal and most general meaning a cluster is simply defined as 
"a group of similar things or people positioned or occurring closely together". 
Clusters have been described as geographic concentrations of interconnected 
companies and institutions in a particular field, encompassing linked 
industries and other entities important for competition. Porter redefined the 
concept of cluster in a new analysis in 2000, concentrating on the types of 
relationships between cluster members' geographically proximate group of 
inter-connected companies and associated institutions in a particular field, 
linked by commonalities and complementarities. 
 
The economic benefits of industrial cluster are well-established. They 
increase productivity, stimulate innovation and enhance competitiveness. In 
addition, clusters play an important role in establishing places as attractive 
locations for new foreign direct investment (FDI). The literature on FDI 
inflows favoring industrial clusters is rich. 
 
FDI not only serves as a source of capital inflow into host economies, 
but also helps to enhance the competitiveness of the domestic economy 
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through transferring technology, strengthening infrastructure, raising 
productivity, and generating new employment opportunities. FDI plays a 
crucial role in the development process of host economies. Understanding the 
importance of FDI, many developing countries have changed their policies to 
attract FDI from multinational enterprises (MNEs).  
 
FDI helps to create a competitive business environment, improve 
enterprise development, and increase total factor productivity. These benefits 
are created by clustering as well.  
 
  The Indian Automobile Industry is one of the fastest developing 
industries in India. In 1991, the Government of India embarked on an 
ambitious structural adjustment program aimed at economic liberalization, 
based on the pillars of De-licensing and Deregulation. Post-liberalization, the 
Government of India's new automobile policy announced in June 1993, 
contained measures, such as de-licensing, automatic approval for foreign 
holding of 51 percent in Indian companies, and abolition of phased 
manufacturing program. The New Industrial Policy was drafted to deregulate 
market entrance, production capacity and plant location in a wide range of 
industries, and it was applied to the auto components sector in 1991 and the 
automotive vehicles sector/passenger car industry in 1993. It has increased 
FDI participation in India. In addition, the fast and progressively growing 
Indian economy in majority of its sectors, has made India a prominent 
destination for FDI. Today, India welcomes FDI in virtually all sectors. 
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With this research background, this research aimed to examine how 
Japanese FDI has helped in the creation of auto cluster in India. This thesis 
aimed to address the research question: How has the Japanese automaker 
been involved in agglomeration of the Indian automotive cluster through 
supplier’s development programs? Also, it aims to understand the factors that 
necessitated Japanese automakers to engage in the development of auto 
component makers in India.  
 
ORGANIZATION OF THE DISSERTATION 
The research is divided into two broad parts.  
 
PART 1  
Part one, which consists of chapters 1, 2, 3, 4, 5, and 6, include the 
introduction to the research background and literary base for the research. It 
also covers research methodology that is used in this research. Further, it 
included information regarding the development of Indian automobile 
industry in two separate policy regime with participation of FDI. 
 
Chapter 1 introduces the research background and research question. 
It also gives the account of the limitation of this research.  
 
Chapter 2 covers the research methodology that is used for the 
research. Explanatory case study has been used in this research complemented 
with application of flowchart model of industrial agglomeration. Both primary 
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and secondary data is collected for the research. This research has used empirical 
and analytical method for analysis. Researcher has used qualitative data 
analysis by relating secondary data to research question. While analyzing the 
data, researcher have used the cluster theory to focus on. There are 3 important 
factors in this research which are industrial cluster, FDI and Indian automobile 
industry in specific. 
  
Chapter 3 focuses on literature review. It covers various aspects of 
industrial cluster and its relation with FDI. Industrial cluster and FDI are 
correlated. Industrial clusters make any region attractive for FDI. Whereas 
participation of FDI helps to develop industrial cluster. Chapter 3 also 
analyses relation between government policy and industrial cluster. It also 
shields various factors of industrial clusters.  
 
Chapter 4 covers the development process of Indian automobile 
industry can be divided in to 1) Before Liberalization and 2) After 
Liberalization period. The main difference between these periods is the 
participation of FDI. Before liberalization, Indian market was heavily 
regulated by government. So there were little foreign investment activities in 
Indian market. 
  
Chapter 5 contains the research about the change in FDI regime in 
India. The research found that the progressive change in the policy regarding 
FDI has made India more attractive for foreign investments. Automobile 
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industry is one of the top 5 industry that attracts FDI. And Japanese 
automakers have been active in Indian market even before the liberalization 
of economy. The significance of Japanese FDI in the development of 
automobile sector in India cannot be denied.   
 
Chapter 6 gives detailed information about main automobile clusters 
in India. Automobile industry is concentrated in 3 regions in India: National 
Capital Region (NCR), Maharashtra, and Chennai.  
 
PART 2 
Part two of the research is built upon the information and literary 
base covered in the first part. Second part consists of chapter 7 to 11. 
 
In this part, in order to answer the research question, case study of 
Maruti Suzuki has been conducted. Chapter 7 takes look at profile of Maruti 
Suzuki. Also this chapter includes analysis of the process of agglomeration of 
automobile industry in NCR region. Explanatory case study has been used in 
this research complemented with application of the flowchart model of 
industrial agglomeration. The flowchart model of industrial agglomeration 
policy was developed by Akifumi Kuchiki and he proposed sufficient 
conditions for forming industrial clusters typical in the manufacturing 
industry in Asia. Akifumi Kuchiki has explained the process of cluster 
formation in developing countries in Asia. He has mentioned three factors 
that helps creates industrial cluster; 1) policy interventions, 2) local capacity 
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building, and 3) the presence of anchor firms. 
 
This model is applied for studying the agglomeration pattern of NCR 
auto cluster as this cluster has elements required by this model. 
 
Indian government invited the anchor firm (Suzuki Motor) to invest 
in India in 1983. After Suzuki entered in India, the agglomeration process 
started. Suzuki helped in starting various joint venture between its suppliers 
in Japan with auto component makers in India. Furthermore, a number of 
Japanese auto suppliers of Suzuki were prompted to license technology to 
Indian component manufacturers. Maruti itself entered in various joint 
ventures with Indian component makers.  
 
Chapter 8 provides the overview of the condition of auto component 
sector in India before Suzuki has entered. This research analyzed the 
initiatives taken by Maruti Suzuki to develop auto component makers. Local 
component makers have acquired the technologies through forming 
partnerships with foreign firms with the help of Maruti Suzuki. Research 
found various factors that necessitated the supplier development program 
implemented by Maruti Suzuki. Those factors are Phased Manufacturing 
Program (PMP) or localization policy, lack of quality components, fluctuating 
foreign exchange rates, government of India’s policy of protection, and tax 
system.  
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As the part of the case study, this research has included case of 
selected auto component suppliers. All the component makers that are 
covered in the thesis are supplier to the Maruti Suzuki.  
 
This research also included the role of the government in the 
development of auto component supplier and the development of the 
automobile cluster in chapter 9. Governments in both developing and 
developed countries in the world have recognized the significance of 
industrial cluster for creating competitive advantage which affect the 
country's economic development. For that reason government is actively 
engaged in forming an effective cluster policy to create favorable conditions 
for supporting further development of existing cluster and creation of new 
clusters. 
 
In the case of India, government’s intervention has played significant 
role in shaping the development of automobile industry as a whole. However, 
research found that from the point of view of auto cluster development, 
government of India didn’t made any conscious effort in the beginning of 
formation of NCR auto cluster. But the policy decisions made by government 
can be taken as important factors that helped in the formation and 
development of the NCR auto cluster. Policy of protection for small scale 
industry (SSI), partial deregulation in 1980s, localization program for 
manufacturing industries, preferential treatment for Maruti Suzuki, and 
liberalization of economy can be taken as major factors for that affected the 
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NCR auto cluster in positive way.   
 
Chapter 10 provides comparative study of other automobile cluster is 
conducted, as the part of research. In order to understand differences as well 
as commonalities between processes of agglomeration in other clusters, 
comparative analysis of Chennai automobile cluster and Shanghai 
automobile cluster is conducted. Chennai automobile cluster showed that 
agglomeration process of Chennai auto cluster is different from that of NCR 
auto cluster. Development of NCR auto cluster was driven by the single 
automobile maker. But in the case of Chennai auto cluster, auto component 
makers were main players. Because of well-developed auto component 
makers, many global automobile makers choose Chennai to establish their 
manufacturing plant after liberalization process started in 1990s.  
 
In the next step of comparative study, this research analyzed about 
various aspect of Chinese automobile industry which included main auto 
clusters in China, FDI participation in automobile industry, and Japanese 
automakers in China. For comparison with NCR auto cluster, researcher 
chose Shanghai automobile cluster. It is because both of these automobile 
clusters share similar factors. Shanghai automobile cluster was the result of 
Shanghai automobile and Volkswagen (VW) of Germany. It was first major 
FDI in Chinese automobile industry as Suzuki was in India. The analysis 
showed many similarities between these two automobile clusters.  
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Same as in India, Chinese auto component makers were far behind 
international standard of quality and technology when VW entered in joint 
venture. VW also concentrated in the development of the auto component 
makers and brokered the joint venture between Chinese component makers 
and foreign automakers. Now, General Motors also has joint venture in 
Shanghai automobile cluster.  
 
Chapter 11 is conclusion. The research as a whole concludes that FDI 
has played an important role in the development of Indian automobile 
clusters. Entering in the joint venture with the Suzuki Motor Corporation of 
Japan was critical turning point in the automobile industry of India. This 
joint venture not only developed the automobile industry cluster in NCR 
region but helped the development of automobile industry as a whole in India.  
